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PORE WOR: 


The function of a university is to provide service directly to the 
community by teaching known precepts and indirectly by developing 
new ideas. The former is fundamental to the founding of any insti- 
tution of higher learning; many avoid accepting responsibility for the 
latter. Temple University deems it essential that such responsibility 
be met. Accordingly staff members and students, both graduate and 
undergraduate, have long been encouraged to carry on research in 
many fields. The product of this research is one of our chief contrib- 
utions to orderly human development. To provide a vehicle for stim- 
ulating and coordinating such studies in the fields of economics and 
business, The School of Business and Public Administration has organ- 
ized a Research Committee. 

One objective of this Committee is to assist in the development 
of specific research. Business and government today have many re- 
quirements for specialized study which cannot be carried forward 
within the present administrative structures because neither adequate- 
ly trained personnel nor time for such activity is available. The School 
of Business maintains a professional staff which thinks independently 
and which assists students in developing such capacity. Many such 
research projects not now attempted could well be handled by this 
School of Business in the interests of the business community. At the 
same time these projects could also provide a medium for training 
students. The Research Committee will provide liaison between the 
School of Business and the general public in this field. 

An equally important objective of this Committee is to dissemi- 
nate important results of these studies. We are currently engaged in 
research projects for several agencies of the United States Govern- 
ment and for certain business groups. While such a study is of pri- 
mary use to the business or governmental agency involved, general 
information and new techniques developed should be made available 
to the public. To this end the Research Committee has decided to 
publish quarterly the Economics and Business Bulletin containing a 
summary of significant findings from the best of these studies, 

We solicit your appraisal of this Bulletin and your comments on 
particular areas of study which may be of value to you. 


HARRY A. COCHRAN, 
Dean. 


March 15, 1949. 
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Federal Policy Goals and Financial Plans for 1950 


by JOHN F. ADAMS} 


As this legislative year opened in the 
United States Congress, the President 
presented three statements for considera- 
tion. They are: 1) The State of the 
Union Address; 2) The Economic Re- 
port; and 3) The Budget Message. It 
is fitting that these be examined to deter- 
mine the purpose each is designed to 
serve and, more particularly, their mu- 
tual significance in a pattern of overall 
government action. 


THE STATE 
OF THE UNION ADDRESS 


The first of these, the State of the 
Union Address, comes as the keynote of 
government policy. It details the state 
of the public and private sectors of the 
economy, placing particular emphasis on 
needs for action as the executive sees 
them. The program for legislative action 
is set up in general terms and subsequent 
requests for financial implementation as 
well as authorizing legislation may be 
expected to fit into this pattern. 


THE ECONOMIC REPORT 


The Economic Report is prepared from 
the Report of the Council of Economic 
Advisors under a requirement of the Em- 
ployment Act of 1946. Essentially it is 
an analysis of the nation’s economic bud- 
get. The material contained serves as 
background to the State of the Union 
Address and, additionally, as justification 
for the Presidential requests for legisla- 
tion. The most complete study of its 
type, it details the forces at work which 
may cause economic imbalance, either in- 
flationary or deflationary, in the imme- 
diately succeeding period. Necessarily it 
evaluates present policy; and as such, it 
is designed to aid in the determination of 
new economic policy. This Report is 
transmitted to the Congress by the Presi- 
dent where it is considered by the Joint 


jJohn F. Adams is an Assistant Professor 

of Economics in the Temple University, 
School of Business and Public Administra- 
tion. During the war period he was a 
fiscal analyst with the United States Bu- 
reau of the Budget, Executive Office of 
the President. 


Committee in drafting the Joint Policy 
Resolution. This serves as a guide to 
activity on the President’s proposals by 
the Congress during the following legis- 
lative session. 


THE BUDGET MESSAGE 


The third and perhaps most earthy 
statement of policy is the Budget Mes- 
sage prepared by the President to accom- 
pany the detail of the proposed financial 
programs of the government for the next 
fiscal year. Its primary purpose is to 
translate policy proposals into action. 
The preparation of this statement there- 
fore entails integration of the activities 
of all government agencies by plan and 
program in order that it may serve as 
a total plan for the activity of the United 
States Government in the year ahead. 


These proposals become the basis for 
Congressional action, authorizing legisla- 
tion and appropriations being necessary 
to permit the plan to function. 1t seems 
inherent in this scheme that the Presi- 
dent is the initiator as well as the direc- 
tor of policy, but it will be seen that the 
ultimate control vests in the Congress 
which holds the authority to authorize 
expenditure or withhold funds from any 
activity which is deemed inadvisable. 


The Budget, if it is to serve its func- 
tion, must be founded on overall govern- 
ment planning. It is essential that an 
examination of the minute, as well as the 
broad policy plans of each of the execu- 
tive agencies be included in order to 
assure that the entire program is co- 
ordinate. This functional as well as 
organizational analysis is prepared by 
the Bureau of the Budget. This agency 
presents proposed policy to each of the 
Departments and independent agencies. 
These in turn prepare specific vlans for 
implementing the proposed policies in 
accordance with their present respon- 
sibility. The plans are then examined, 
integrated to avoid duplication and con- 
tradiction, and subjected to overall re- 
view for full economic effect. At this 
point the Presidential policy statements 
have become proposals in fact, substar- 
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tiated by full scale financial and organi- 
zational data to show the means of ac- 
complishment. Once approved by the 
President this document represents the 
panorama of policy from broad outiine 
to minute detail and advances specific 
plans proposed to make it effective. In 
this form it is submitted to the Congress. 

It may appear that undue emphasis 
is placed on the position of the govern- 
ment in a free economy when these docu- 
ments are called the keys to economic 
policy and, in fact, to the level of eco- 
nomic activity in the year ahead. One 
has but to note that in this present year 
it is contemplated that governmental ex- 
penditures will exceed $44 billion, an 
amount equivalent to roughly one-sixth 
of the Gross National Product. When a 
single sector of the economy utilizes one- 
sixth of the entire product under a single 
coordinate plan, that plan must necessar- 
ily manifest itself in all of the segments 
of the economy. It was recognition of 
this factor which lead to the experimen- 
tation with fiscal controls during the 
1930’s and subsequently to passage of the 
Employment Act of 1946. 


POLICIES AND PLANS 

It should prove fruitful to examine 
the State of Union Address as the broad 
policy statement with a view to discover- 
ing the policy aims and to compare these 
broad outlines with the specific financial 
plans contained in the Budget Document. 
Both of these, it will be remembered, are 
prepared in the light of the annual Eco- 
nomic Report presenting in detail the 
Nation’s Economic Budget account. 


The State of the Union Address con- 
tains two types of recommendations: first, 
the general aims of the economy and 
broad plans for achieving these goals; 
and, second, some specific legislative pro- 
posals which change the relationship of 
government to various sectors of the 
economy. 


The Economic Report of the President 
contains further specific legislative rec- 
ommendations, following up in specific 
detail the major recommendations made 
in the State of the Union Address. The 
Report of the Council of Economic Ad- 
visors which accompanies it contains the 
specific reasoning leading to the develop- 
ment of the specific findings and the rec- 
ommendations given to the Congress by 
the President. 


POLICY PROPOSALS 


The major proposals of both state- 
ments were built around the keynote that 
fiscal policy should be directed toward the 
overall goal of industry-labor-agricul- 
tural cooperation for the maintenance of 
prosperity. In brief, the major policy 
proposals were to: 


1) promote fiscal stability by balanc- 
ing the Federal Budget including the 
reduction of inflationary pressures 
through sizable debt retirement. This 
contemplates the enactment of new tax 
legislation aimed to produce an addi- 
tional $4 billion of revenue. 


2) maintain foreign policy directed to- 
ward world organization and world 
peace formed on the principle of inter- 
national cooperation, including the 
maintenance of the European Recovery 
Program and a proposed military lend- 
lease program for Western-European 
allies; 

8) further strengthen international 
policy and home defense by universal 
military training and by financial pro- 
visions for maintenance of a strong 
force for defense in the air, on the 
land, and on the sea. 


4) strengthen anti-trust laws to pre- 
vent monopolistic mergers and consoli- 
dations. 


5) strengthen the national farm pro- 
gram through the maintenance of price 
supports and to increase potential farm 
markets by international agricultural 
cooperation, 


6) expand and strengthen housing leg- 
islation, making provision for slum 
clearance and for rural electrification 
and housing. 


7) continue the development of rivers, 
navigation, and flood control authority, 
expanding the federal program to em- 
brace other than TVA and Columbia 
River basins. 

8) extend social security by broaden- 
ing the base for the old-age program 
and to extend health and medical care 
coverage as well as income indemnity 
to workers enduring the hazards of 
sickness and accident. 

9) make possible the strengthening of 
the educational system through the use 
of federal grants-in-aid. 


Specific requests were made for legis- 
lation to: 


1) repeal the Labor Management Rela- 
tions Act of 1947 and the reinstatement 
of the Wagner Act with certain modifi- 
cations and to strengthen the Depart- 
ment of Labor. 
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2) establish the minimum wage by law 
at 75 cents an hour. 


8) continue the power of consumer 
credit control and to enlarge the power 
of bank credit control. 


4) authorize regulation of speculation 
on commodity exchanges. 

5) continue export control and to pro- 
vide adequate machinery for its en- 
forcement. 


6) continue the system of priorities 
and allocation authority in the field of 
transportation. 


7) authorize priorities and allocations 
for key materials in short supply. 


8) extend and strengthen rent control. 


9) provide standby authority to im- 
pose price ceilings for scarce commo- 
dities which basically affect essential 
industrial production or the cost of liv- 
ing, and to limit unjustified wage ad- 
justments which would force a break 
in an established price ceiling. 

10) authorize an immediate study of 
the adequacy of production facilities 
for materials in critically short supply 
such as steel; and, if found necessary, 
to authorize government loans for the 
expansion of production facilities to 
relieve such shortages and, further- 
more, to authorize the construction of 
such facilities directly if action by pri- 
vate industry fails to meet our needs. 


GENERAL COMPARISONS 


To assess the relative importance of 
this broad social and economic program 
one should turn to the Budget of the 
United States to obtain full information 
on the specific planned expenditures. It 
seems a fair assumption that the relative 
emphasis can be obtained from the actual 
program. The Budget states succinctly: 


“Under the laws of our country the Bud- 
get, when approved by the Congress, 
becomes the plan of action for the Fed- 
eral Government. It embodies decisions 
of tremendous importance. .. . It rep- 
resents a carefully prepared plan for 
carrying out the many activities and 
services of the government which the 
Congress has authorized and others 
which I am recommending in response 
to the needs and desires of the Ameri- 
can people. . . . It is founded on the 
conviction that the United States must 
continue to exert strong, positive effort 
to achieve peace in the world and grow- 
ing prosperity at home. . . . Increased 
emphasis is placed on the provision 
of badly needed measures to promote 
health security and education for the 

people. 


To support this program the Budget 
provides for expenditures of $41.9 bil- 
lion for the fiscal year 1950, about $1.7 
billion above the requirements for the 
present year. Under existing law and 
with continuing high levels of economic 
activity, revenues for the fiscal year 
would be $41 billion. This would result 
in an estimated deficit of $873 million.” 
Before making specific comparisons two 
general comments may be made. First, 
reference is made to proposals for pro- 
grams not yet developed but for which 
appropriations will be necessary. Among 
these probably the most significant is 
the North Atlantic Military Alliance,* a 
sort of military lend-lease program for 
certain allied countries, currently esti- 
mated to require $2 billion. The omission 
of such an item gives ground for the as- 
sumption that total expenditures may be 
larger than the amount suggested in the 
Budget. This gives added credence to the 
proposal for increasing revenue. 


Second, an analysis of present expendi- 
ture programs provides an interesting 
vehicle for the examination of trends in 
United States policy. Total proposed na- 
tional defense expenditures and new obli- 
gational authorities proposed for 1950 
amount to $15.9 billion. Expenditures on 
debt service (90 percent accumulated dur- 
ing war periods) amount to $5.4 billion. 
The Veterans’ program calls for an esti- 
mated expenditure of $5.5 billion. The 
international aid program, justified as an 
expenditure to build the world economy 
for peace, totals $6.7 billion. Thus, in 
fiscal 1950, it is proposed that the United 
States spend $31.9 billion on defense pro- 
grams, aftermath of war, and plans to 
preserve the peace. This total amounts 
to 76 percent of the proposed Budget or 
14 percent of the estimated Gross Na- 
tional Product. All other expenditures of 
government total only $9.9 billion, less 
than 24 percent of the total Budget or 
about 4.1 percent of the estimated Gross 
National Product. 


The precipitous rise in government ex- 
penditure programs is due to newly as- 
sumed international responsibility and 
must be justified in those terms. Signif- 
icantly, normal government expenditures 
will require a proportion of the Gross 
National Product roughly comparable to 
that expended during the 1920’s. It is 


*Commonly referred to in the press as The 
North Atlantic Security Pact. 


By 
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noted that dollar expenditures have in- 
creased during the past two decades in 
all types of activity. This results partly 
from the long term increase in price 
level and partly from the structural 
change occurring during World War II. 
This latter factor is not only responsible 
for increasing prices but also serves to 
explain the reduced comparability of pre- 
war and post-war expenditure patterns.* 


The effect of this programming is not 
felt in this area alone. Necessarily the 
re-direction of a segment of the economy 
leads to fiscal imbalances and pricing dif- 
ferentials which may have continuing 
serious affects on the whole economy. The 
real onus of this program is borne by the 
business and personal segments of the 
economy who are forced to readjust not 
only the pattern of consumption but also 
the entire program of business develop- 
ment, 


*The use of 12 to 45 percent of the material 
income of the nation by the Federal Gov- 
ernment for the production and acquisi- 
tion of wartime supplies must necessarily 
reduce the actual quantity of goods avail- 
able for consumer use, thus making the 
total national income proportionately 
higher in dollar terms than would be the 
case in welfare terms. 


SUMMARY OF PROPOSED 
EXPENDITURES 


Table I summarizes budget expendi- 
ture and new authorizations, by major 
function rather than by department, for 
fiscal 1950. Total expenditures are esti- 
mated at $41.9 billion; new appropria- 
tions amount to $88.5 billion and con- 
tinued appropriations to $3.4 billion. New 
authorizations amounting to $6.0 billion 
are recommended to permit obligation of 
funds for continuing program expendi- 
tures which will begin in 1950. Altogeth- 
er, the Budget proposes total new and 
continued expenditure authorizations of 
$44.6 billion for fiscal 1950. 


SPECIFIC COMPARISONS 

A comparison of proposed policy and 
financial programs is now possible. It 
was proposed that fiscal stability be spon- 
sored by increasing taxation to finance 
the cost of proposed expenditure pro- 
grams and to permit some debt reduc- 
tion. Provision for revenues, derived from 
the enactment of new income tax legisla- 
tion estimated to produce $4 billion, is 
included. On the surface it would appear 
that since present proposals will result 


TABLE I 
Budget Expenditures and Authorizations by Major Functions 
Fiscal Years 
(Millions of Dollars) 
Expenditures 1950 
Net New Other 
1948 1949 1950 Appro- Authori- 
actual est. est. priations zations 
International affairs & finance $4,782 $7,219 $6,709 [Oe 
National defense ........... 10,924 11,745 14,268 18,219 $2,455 
Veterans’ services & benefits. 6,567 6,799 5,496 XO) re 
Social welfare-health-security 1,853 1,963 2,358 2,271 92 
Housing & community facilities 82 349 388 227 1,987 
Education & general research 15 85 414 452 18 
Agriculture-agricultural 

575 1,805 1,662 745 350 
Natural resources .......... 1,091 1,616 1,861 1,549 482 
Transportation & communica- 

Finance-commerce-industry .. 88 102 107 
General government ........ 1,504 1,187 1,224 1,160 a 
Interest on public debt ...... 5,188 5,825 5,450 5,450 . 
Reserve for contingencies .... —..... 45 150 
Adjustment to daily Treasury 

$33,791 $40,180 $41,858 $38,536" $6,039 


1In addition, this Budget includes $3,036 million of appropriations recommended to 


liquidate prior year contract authorizations. 
Source: The Budget of the United States Government, p. M13. 
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in a deficit of nearly $1 billion (assuming 
no change in tax law), this additional tax 
would result in a $3 billion surplus for 
use in debt liquidation. It must be under- 
stood, however, that additional programs 
such as the North Atlantic Military Alli- 
ance calling for the extension of military 
aid to certain European countries are 
not covered in the Budget. Furthermore, 
authorizations for additional internation- 
al aid programs are included for certain 
minimum amounts. It may well be that 
these expenditures will partially or whol- 
ly utilize the expected surplus. 


NATIONAL DEFENSE 
EXPENDITURES 


Total national defense expenditures 
(programs already authorized) are esti- 
mated at $14.3 billion, an increase of 
$2.8 billion over 1949. New recommenda- 
tions are proposed to increase obligation- 
al authority by $1.6 billion, bringing the 
total new appropriations and authoriza- 
tions to $15.9 billion. Provision is made 
for including Universal Military Train- 
ing, the continuance of certain building 
programs, and new authorizations are 
proposed to strengthen other arms of the 
service, 


Expenditures for interest on the public 
debt and for Veterans’ services and bene- 
fits can both be logically classified as war 
or defense expenditures. These items in 
fiscal 1950 call for expenditures of $5.4 
billion for debt services and $5.5 billion 
for Veterans’ benefits. Public debt service 
charges show a small increase over 1949 
while Veterans’ programs show a de- 
crease of $1.3 billion. 


INTERNATIONAL AFFAIRS 
AND FINANCE 


Proposed expenditures for internation- 
al affairs will amount to $6.7 billion, a 
decrease of $0.5 billion over 1949. New 
appropriations on this account amount 
to $6.3 billion, the additional $0.4 billion 
coming from past obligations. Total ex- 
penditures for foreign relief, including 
the European Recovery Program, are ex- 
pected to decrease by $1 billion over 
1949. New plans including proposals for 
extension of aid to Korea, Greece, Tur- 
key, and China for minimum amounts 
are included but the bulk of the Budget 
for foreign aid is channeled to the Eco- 
nomic Cooperation Administration fund. 


This program does not include expendi- 
tures for military aid proposed under the 
North Atlantic Military Alliance. 


FARM PROGRAM 


The proposal to strengthen the farm 
program through the maintenance of 
price supports is emphasized in the Bud- 
get Document. The President states: 


“If 1949 (crop year) production would 
equal the magnitude of the 1948 crop, 
expenditures of the Commodity Credit 
Corporation will be considerably larger 
in the fiscal year 1950 than now esti- 
mated.” 

The President proposes two changes in 
the price support program. The first con- 
templates a revision of the CCC Author- 
ity to permit acquisition of storage facil- 
ities sufficient to carry out the program; 
and second, proposes to give the Secre- 
tary of Agriculture authority to super- 
vise the activities of CCC thus integrat- 
ing the entire agricultural program. Con- 
tinuation of the soil conservation pro- 
gram, rural electrification, and agricul- 
tural credit granting agency programs is 
recommended at approximately present 
levels. In addition to its domestic pro- 
gram the CCC is assigned the function of 
price support for all wheat sold in the 
international market under the terms of 
the International Wheat Agreement, also 
proposed for ratification. The present 
Budget includes $56 million to cover the 
probable loss expected from this program 
alone. 


HOUSING PROGRAM 


The proposal to expand housing is im- 
plemented by a recommendation for the 
authorization of a seven-year program 
calling for the construction of 1,050,000 
low rental units. Funds for an estimated 
expenditure of $85 million in 1950 are 
requested. The total program is expected 
to involve a maximum annual contrib- 
ution of $445 million by fiscal 1954. Small 
additional sums are requested for the 
planning of other development programs. 


Considerably increased authorizations 
for credit guarantees are requested for 
the Housing and Home Finance Admini- 
strator as well as grants-in-aid for use 
in slum clearance and urban redevelop- 
ment. Additional borrowing authority is 
recommended to the amount of $50 mil- 
lion for the Federal National Mortgage 
Association. It is also recommended that 
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legislation be adopted permitting retire- 
ment of federal investment in Home Loan 
Bank stock. Altogether, additional stand- 
by borrowing authority requested for 
these and related institutions amounts 
to $1,750 million. 


Authority to permit the Secretary of 
Agriculture to provide loans for farm 
housing on self-supporting farms and 
limited grants to improve sub-standard 
housing of low income farmers is also 
requested. Legislation to permit transfer 
of title of permanent war housing to 
individual occupants and of temporary 
war housing to local communities is re- 
quested. It is also contemplated that 
anticipated receipts from War Housing 
and Veterans’ Re-use Housing will be 
used in management and disposition 
activities connected with these programs. 


The total housing program contem- 
plates new appropriations of $44 million 
and other authorizations of $1,987 mil- 
lion. It is to be emphasized that the 
bulk of these programs contemplate loan 
authorizations to legislative instrumen- 
talities and do not contemplate present 
federal expenditure. 


NATURAL RESOURCES PROGRAM 


The proposal for development of 
rivers, navigation, and flood control au- 
thority receives little emphasis in present 
financial plans. New obligational author- 
ity for river development by the War 
Department remains at about the same 
level as last year. Public works, mainly 
for the development of natural resources, 
are designed to follow through on pro- 
grams established in 1948. The present 
high costs of construction and competi- 
tive demands from the private sector of 
the economy make it necessary to under- 
take new river basin development proj- 
ects only where urgency is evident. 
Initiation of new development on existing 
projects and continuation of present de- 
velopment plans is expected on the TVA, 
Columbia River Basin, and in several 
programs of the Bureau of Reclamation. 
In addition, the expansion of studies of 
water resources and a topographic survey 
are included. Although no new program 
is included in the 1950 Budget such ex- 


penditures will total an estimated $1,136 


million. The Atomic Energy Program 
is to be continued with an estimated 
expenditure of $725 million in 1950. Total 


expenditures on natural resources devel- 
opment are estimated at $1,861 million. 


SOCIAL SECURITY PROGRAM 


The program to extend social security 
affects the general government budget 
only slightly because these programs are 
operated from special trust funds. Only 
the costs of Federal Security Adminis- 
stration and Public Assistance affect the 
public treasury. The major changes con- 
templated in the trust fund activities 
include an increase in benefit under both 
the old-age and survivorship and unem- 
ployment insurance, and the establish- 
ment of a medical care plan. Estimated 
receipts for 1950 are $2.4 billion under 
the Old Age and Survivors’ Insurance 
Trust Fund, an increase of $700 million 
over 1949. At the same time it is pro- 
posed to extend and increase benefits. 
New costs under these programs is esti- 
mated to exceed $1.5 billion. The net 
accumulation of the fund would thus be 
reduced. Revenue under the medical care 
plan is estimated at $260 million in fiscal 
1950. No expenditures are expected. 


In the general fund, administrative 
changes account for most of the differ- 
ences in program except in the case of 
Railroad Retirement where increased 
benefits are expected to increase costs 
by about $150 million. Changes or 
additions to Old Age, Survivors, and 
Medical Care Programs account for the 
increased Federal Security Agency ex- 
penditures. It must be emphasized that 
these changes account only for added 
costs of administration of the programs, 
the actual program costs being shown in 
the Trust Fund Accounts. 


At the present time the trust funds 
are increasing because present benefits 
are small. The proposed payroll tax 
increase which contemplates both an in- 
crease in the rate and the tax base will 
further increase the total revenue and 
the excess of receipts over expenditures 
in this fiscal year. The net effect of this 
is to increase the funds available for 
expenditure by the general fund since 
trust fund monies are exchanged for 
federal securities. Incidently, this very 
condition strengthens the program to 
reduce inflation if publicly held debt, 
particularly that in the hands of com- 
mercial banks, is reduced by the use of 
this surplus. It has the further advan- 
tage of establishing a new tax base and 
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rate during a period of relatively high 
income thus minimizing the problem of 
adjustment. The increased rates will be 
increasingly necessary to carry the pres- 
ent and proposed social security benefits 
as the plan comes into full operation. 


EDUCATION 


Expenditures for education under pro- 
posed legislation are increased by $290 
million, a new fund to be expended in 
grants to the states in support of a basic 
program of elementary and secondary 
education. Additional grants for general 
research, including $329 million to be 
used largely to finance the decennial 
census of the population, are noted. Spec- 
ial educational benefits for veterans and 
other training programs designed to pro- 
duce specialists in military and other 
research programs are reported in their 
normal functional relationship to govern- 
ment. Although not specially classified, 
it appears that the amount proposed for 
expenditures through these channels is 
twice that expended in 1949. 


LEGISLATIVE CHANGES 


The legislative changes proposed have 
relatively little effect on the total pro- 
gram of the United States Government. 
No evidence of these changes can be 
found in the Budget except to the extent 
that the agency to which the appropria- 
tion is made may be changed as, for 
example, by the transfer of the Mediation 
Service to the Labor Department. No 
change in total expenditure is necessi- 
tated by these shifts. They are merely 
accounting changes. 


SUMMARY 


In total, the major changes in general 
domestic policy established in 1950 lie 
in the field of social insurance and hous- 
ing. Proposals for change have been 
made and financial provision for their 
operation provided. In the first case a 
long range program is contemplated. It 
will, this next year, increase government 
receipts permitting some retirement of 
debt, while at the same time strengthen- 
ing the scheme and extending benefits. 
In the second case, relatively small ex- 
penditures are cqntemplated during the 
next fiscal year, the program being gen- 
erally geared to increase over the follow- 
ing five years. 


A note of anti-cyclical planning for 
expenditure in the Housing Program and 
in the case of the Resource Development 
Program appear evident. These pro- 
grams have been delayed consciously 
until costs are lower and the needs 
greater. In this connection it should 
be noted that the Budget proposes 
equating expenditure to income, planning 
for an increase in revenue to exceed 
proposed outlay, entirely separate from 
trust fund operation. It is apparent that, 
at least some debt reduction will be 
possible, if the tax assumptions on which 
the data are based become legislation. 
Further reduction of publicly held debt 
will be possible through the use of fed- 
eral trust funds accumulating in the 
interest of old age and survivors’ insur- 
ance, railroad retirement, medical care, 
and unemployment insurance. 


One other change which may become 
important is the seeming tendency to 
regard farm price supports as farm 
income safeguards. One can only specu- 
late regarding the character of the actual 
operation at this point, but such a shift 
could have widespread effects on both 
production and distribution. Again the 
emphasis appears to be anti-inflationary. 


The major item in this Budget is the 
expenditure for aftermath of war, 
defense, and preservation of the peace. 
Total international expenditures are de- 
creasing slightly in line with the Euro- 
pean Recovery Program estimates estab- 
lished in 1947, but this decrease may well 
be offset by proposed military aid to 
certain foreign countries. The program 
for expansion of the military forces 
include expenditures for universal mil- 
itary training and other programs, al- 
though total expenditure for equipment, 
such as aircraft, appear to be de-empha- 
sized. Overall, the total increase for this 
year amounts to 8 percent -over 1949. 


Expenditures for veterans and veterans’ 
affairs are decreasing. The number of 
additional projects and obligational au- 
thorities in favor of the banks and other 
participating companies in the Veterans’ 
Loan Programs are decreasing. The resi- 
dual expenditures for hospital facilities, 
medical care, and death benefits will 
continue at decreasing rates in the years 
ahead. 


One may conclude that, in general, the 
proposed policy of the United States as 
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expressed in terms of financial implemen- 
tation for 1950 is relatively unchanged 
from the policy position announced for 
and carried out during fiscal 1949. One 
or two directional shifts appear inherent 
in the program advanced but these are 
not new. 


First, the shift in domestic policy 
toward an increasing security program 
is apparently a continuation of the policy 
adopted during the depression. Not even 
the plan of health insurance can be classi- 
fied as new. In the earliest hearings 
on social security in 1935, health insur- 
ance figured prominently in the discus- 
sions. As a departure in policy it differs 
but little in principle from any of the 
other government insurance coverages 
now granted. 

The long term trends established in 
the Economic Report would appear to 
indicate that a stable to slightly de- 
creasing total income is possible during 


the next year. Under these conditions 
pressure for the consideration of this 
type of security legislation will increase. 
Its present adoption may forestall some 
of the mechanical difficulties inherent in 
such a policy move. The desirability of 
tying increasing benefits to an increasing 
tax is obvious. Although the anticipated 
receipts exceed considerably the required 
fund to carry these programs at the 
moment, as. coverage increases, the funds, 
if left at present levels, would be wholly 
inadequate to meet current needs.* 

Second, increasing emphasis on inter- 
national affairs, including defense, has 
been evident since World War I and will 
probably continue at or above present 
rates in the foreseeable future. 


*The long term program contemplates the 
increase of the payroll tax to an ultimate 
3 percent each on the employer and em- 
ployee for old age insurance; 3 percent for 
unemployment compensation and, an esti- 
mated 3 percent for medical care. 


Jan. 31, 1949. 


Why Do People Shop in Downtown Department Stores? 
by MYRON S. HEIDINGSFIELD}+ 


For some years the department store 
has been a phenomenon of American re- 
tailing. While retailing experts seem to 
agree that the importance of the down- 
town department store is likely to decline 
in future years, few studies have yet been 
published about the factors which moti- 
vate customers to use these stores. With- 
out such analysis it appears difficult to 
make any predictions on the future of 
such stores. 


It may be of interest to point out that 
the most important factor which appears 
to be eclipsing the future of the depart- 
ment store is the decentralization of 
shopping areas. This trend seems to re- 
sult from the following: 


1) The growth in suburban living 
which may be partially explained by 
the desire of people to improve their 
living conditions, to escape high city 
taxes, etc. 


2) The increasing traffic congestion in 
metropolitan shopping areas with the 
resultant lack of convenient and avail- 
able parking spaces. 


8) The changes in shopping habits of 
women, resulting from the above. 

It should be pointed out that there 
are additional factors which have 
created this change in buying habits. 
Increased participation of women in 
community activities has reduced the 
number of hours which they might de- 
vote to shopping. At the same time 
the tremendous advances in communi- 
eations have made available shopping 
information upon which a woman 
might act without having to bother 
with visiting three or four department 
stores before making a decision. 

As a result women are tending to 
patronize the stores located in the 
shopping area which serves their par- 
ticular suburban community. Some of 
these stores are branches of large 
downtown department stores. 


4) The recent growth of planned com- 
munities wherein a shopping area is 
included as an integral part of the 
housing development. 


Over and above the factors described 
above, it is important to consider the 


change in the retailing structure itself. 
Many stores which originally carried a 
single line or limited line of merchandise 
have in the past years increased the 
nature and variety of merchandise so 
that is is difficult to distinguish between 
them and small department stores. The 
apothecary’s shop as our grandfathers 
knew it no longer exists, but instead 
carries a line of electrical household 
appliances, stationery, camera equipment 
—and even in extreme cases, clothing. 
Over 90% of the grocery supermarkets 
in this country carry non-food items in- 
cluding cosmetics, pharmaceuticals, some 
household furniture, etc. The trend to- 
ward variety store merchandising is 
becoming characteristic of the American 
economy. Its impact, combined with the 
decentralization of shopping areas, will 
probably change the retailing picture 
considerably and the place that the de- 
partment store plays in distribution. 
Students in the Marketing Research 
course at Temple University decided to 
explore the problem of why people shop 
in downtown department stores. The 
survey was restricted to the Philadelphia 
city limits. In order to obtain a represen- 
tative cross-section of Philadelphia fam- 
ilies, a probability sample was designed. 
This technique eliminates many of the 
weaknesses inherent in the sampling 
method used by the poll-takers. In con- 
structing a probability sample, 100 Phila- 
delphia blocks were selected on a mathe- 
matically randomized basis. This insured 
that every social-economic area within the 
Philadelphia city limits was represented. 
In each of these pre-selected blocks a 
sample of five dwelling units was then 
selected on a mathematically randomized 
basis to assure representatives of family 


7Dr. Myron S. Heidingsfield is the Head of 
the Marketing Department in the Temple 
University School of Business and Pub- 
lic Administration, Associate Director of 
the Marketing Research firm of A. B. 
Blankenship and Associates, and Chair- 
man of the Committee on Teaching of 
Market Research of the American Market- 
ing Association. He is co-author with 
Blankenship, of the text, Market and 
imnee Analysis, (Henry Holt & Co., 
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types. Interviewers had no choice in 
selecting the respondents but were forced 
to adhere to the scientifically devised 
sample plan. 


It was decided that the respondent in 
every case was to be the lady of the 
house. Department stores are known to 
cater to women so that the male members 
of the family were regarded as unimpor- 
tant for the purposes of the survey. 


Before the extended survey was made, 
it was necessary to devise a carefully 
constructed questionnaire. Once the prob- 
lem and its elements had been defined, 
the areas of information which would be 
needed were noted. Several students then 
conducted what is known as a “conversa- 
tional interview” in which a small sample 
of respondents is asked about its depart- 
ment store buying habits. From this 
“conversational interview” a preliminary 
questionnaire was constructed. An ad- 
ditional sample of the respondents was 
questioned. Interviewers were instructed 
not only to collect the information as 
indicated by the rough questionnaire, but 
also to evaluate each respondent’s re- 
action to question design, wording, se- 
quence, etc. From an analysis of the 
“pre-test” results, a final questionnaire 
was developed which was used in the 
survey described below. 


In addition to the preliminary work on 
sample and questionnaire design, the 
Marketing Research class also conducted 
all of the interviewing and prepared all 
of the tabulations. The present text and 
interpretations, however, are the sole re- 
sponsibility of the writer, who directed 
the study. 


The term “department store” obviously 
required some definition, at least in the 
analysis of results. It was decided to 
include Gimbel Brothers, Lit Brothers, 
Snellenburg’s, Strawbridge and Clothier 
and John Wanamaker as departiment 
stores in the central city area. Remarks 
pertaining to women’s specialty shops, 
large variety stores and the like were 
tabulated under the category of “other 
stores.” 


THE HABIT OF 
DOWNTOWN SHOPPING 


A great majority of the 500 women 
questioned buy in downtown department 


stores. When they were asked Question 
1: “Do you ever buy in downtown de- 
partment stores?”, 85.7% reported “yes”, 


Those who do not shop in downtown 
stores (approximately 72 respondents) 
were questioned intensively about their 
reasons. The major answers were: 


Lack of time ............ 21.2% 
Prices too high .......... 17.6% 
Don’t like to go downtown 15.3% 
Physically unable ........ 10.6% 


But the department stores can do 
something about regaining the patronage 
of this group. Although more than one- 
third of the non-downtown shoppers had 
no suggestions on this point, the major 
suggestions were: 


Reduce prices ........... 17.5% 
Open branch stores ...... 16.3% 
Better selection of styles .. 63% 
Take care of children ..... 5.0% 
Increase mail and telephone 
3.8% 


Offer wider variety of goods 2.5% 


In interpreting these statements, it 
must be remembered that there is al- 
ready a widespread consumer resistance 
to prices. And yet, in general, the de- 
partment store has not been able to 
compete effectively with the prices of 
other large-scale retailers, so that the 
high proportion of price mentions may 
indeed be significant. 


It is interesting to see that the 
majority of suggestions concerned the 
addition of services: branch stores, nur- 
series and mail and telephone selling. 
It is obvious that the shopper has come 
to depend on the services for which the 
department store is famous, and wants 
even more for them. If this is inconsist- 
ent with the request for lower prices, 
then it is important to note that, in total, 
25.1% of the suggestions mentioned ex- 
tension or addition of services, against 
17.5% mentioning lower price, even 
though price led all specific suggestions. 


The addition of services was frequently 
suggested by the non-downtown shoppers 
to make their shopping more convenient. 
This conclusion is justified by the answers 
of those who stated that they shopped 
primarily in neighborhood stores because 
of convenience. Although adequacy of the 
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store and lower prices were also of great 
importance, the tabulation shows: 


Convenience 48.0% 
Adequacy of neighborhood 

Cheaper prices .......... 16.4% 


It is perhaps significant to note the 
high proportion of mentions of recipro- 
city—a problem which seems to pervade 
American industry. 


ATTITUDE TOWARD 
SPECIFIC STORES 


The results of this study also reveal 
a significant pattern of store preference. 
Among some 428 who shop in downtown 
stores, an overwhelming majority 
(70.6%) said that they purchase more 
in one store than in any of the others. 
However, having a favorite store did 
not seem to preclude purchasing in other 
stores. The preferences’ were: 


21.4% 
10.1% 


The nature of the merchandise is the 
principal reason for preferring a particu- 
lar store, according to the answers 
given. Prices are second, followed closely 
by physical factors and service, as the 
following table shows: 

Nature of merchandise 

Like quality of merchandise 27.1% 
Like variety of merchandise 6.9% 
Prices 


Physical factors 


Convenient location ...... 6.1% 
Services 

Have a charge account .... 7.5% 
Personnel 

Like personnel 4.6% 
Miscellaneous ........... 14.6% 


If the reasons are now listed separately 
by the preferred store, some interesting 
facts become apparent. 


Table I below makes some things abun- 
dantly clear. Store C leads by far in 
nature of merchandise and appears weak 
only in the proportion of price mentions. 
Store A is close to the overall average 
on each point. Store B shows weakness 
in merchandise, but gets a good pro- 
portion of price mentions, although it 
is about average in other respects. Store 
E gets fewest merchandise mentions, 
though it obtains most price mentions. 
Store D shows greatest divergence from 
the average for two important factors, 
getting practically no price mentions 
while rating highest in the number of 
physica! factor mentions. This store, 
however, shows only slight divergences 
from the overall averages in other res- 
pects. 


THE INFLUENCE OF 
CHARGE ACCOUNTS 

It has been shown that 7.5% of all 
downtown shoppers mention their having 
a charge account as the reason for pre- 


Have better prices ....... 10.6% ferring a store. Yet this is scarcely a 

Like special sales ........ 2.8% complete reason—it appears to be a 
TABLE I 

Store Store Store Store Store 

A B Cc D E 

Nature of merchandise ............ 33.7% 29.0% 43.4% 84.8% 25.8% 

aie 9.0% 11.1% 1.9% 23.4% 10.1% 

14.9% 11.9% 14.5% 19.1% 14.9% 


Reciprocity: The women in the family of 
local merchants and/or businessmen felt 
obliged to shop in neighborhood stores. 

Store names have been omitted, but local 

stores will be informed of their position 


upon request. However, the identities of 
their competitors will not be revealed. 

The sequence indicated above is in no 
way related to the alphabetical sequence 
shown on Page 13. 
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supplementary, rather than a primary 
one. The shopper’s attitude must be 
favorable toward the store—the mere 
possession of a charge account will not 
make him a better customer. 


The truth of this statement is shown 
by the fact that 57% of the shoppers 
have charge accounts in one or more 
stores. When the store preferences of 
those who have charge accounts are 
tabulated, the order and proportion of 
mentions are almost identical with over- 
all store preferences. 

Possession of 


Store Charge Account 
Preference Classified by Store 
StoreA .... 25.4% 25.3% 
StoreB .... 25.0% 23.4% 
StoreC .... 21.4% 22.5% 
StoreD .... 10.1% 12.9% 
Store E . 10.1% 10.7% 
Others ..... 1.5% 5.2% 


There is reason to believe that if the 
attitude toward the store is favorable, 
possession of a charge account will make 
the shopper purchase more frequently in 
a specific store as well as induce her to 
spend more than she otherwise might. 


THE ROLE OF 
“SPECIAL EVENTS” 


Only one finding thus far indicates 
that special events are important in 
building department patronage—that 
was the finding that 2.8% of all down- 
town department store shoppers mention 
special sales as a reason for preferring 
a particular store. At best, this is a low 
proportion, and suggests that such spec- 
ial events are not particularly impressive 
in building continued patronage. 


This conclusion is corroborated by the 
results of a direct question: “Do you 
attend exhibits, fashion shows, parades 
or special events announced by advertise- 
ments?” Only 21.4% of those who shop- 
ped in downtown department stores re- 
plied that they did attend some special 
events. Their preferences for types of 
special events are indicated in the fol- 
lowing: 


Fashion Shows .......... 58.4% 
15.6% 
Other 5.2% 


Again, on the negative side, only 22.5% 
of those attending one or more events 


could remember buying something while 
present at the event. In terms of total 
downtown shoppers, this means, that 
only 4.8% were directly influenced to 
purchase by reason cf special events. 


If the department stores wish to make 
these events more effective, they must do 
two things: attract more people to the 
events, and make more of those present 
purchase. Even the first step is going 
to be difficult, since 65% of those not at- 
tending mentioned “no time” and another 
17.4% said “not interested.” Actually, 
of course, those who did not have the 
time were merly expressing a lack of 
sufficient interest. It is a known psycho- 
logical fact that any of us can find time 
to do a thing if we are properly moti- 
vated, 


However, not every kind of special 
event is ignored. Special sales obtain a 
somewhat better response than might be 
indicated by the results to the question 
on store preference. Some 62% of down- 
town shoppers stated that they attended 
such sales, and the sizeable total of 45% 
of all downtown shoppers attended four 
times a year or more. 


ADVERTISING 


When the shoppers were asked how 
their favorite stores advertised, some 
72% mentioned the typical department 
store medium—the newspaper. Another 
10% mentioned direct mail and circulars 
and 6.5% listed radio. The effectiveness 
of such advertising has already been dis- 
cussed under “Special Events”, although 
it should be added that 32.3% have or- 
dered sales merchandise by telephone and 
16% by mail, 


EVALUATION OF VARIOUS 
MERCHANDISING FACTORS 


A general indication of the importance 
of such factors as merchandise, service, 
price and the like has already been shown 
as related to the question of store prefer- 
ence; and yet that is not a full evaluation. 
In order to weigh completely the impor- 
tance of such factors, it is necessary to 
learn the degree to which there is an 
awareness of the difference of such fac- 
tors by stores, and the influence such 
awareness has upon shopping. 


A series of questions placed at the end 
of the questionnaire measured this aware- 
ness. The table shows the proportion of 
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shoppers noting a difference by store for 
each factor. 


Nature of merchandise 


Quality of merchandise .. 55.0% 
Variety of merchandise .. 28.0% 
35.0% 
Physical factors 

Layout of store 62.0% 
Convenient location ...... 36.0% 
20.0% 


Shoppers are more aware of physical 
factors than the original table on store 
preference might lead one to believe. Yet 
this is not the whole story. The next 
important thing is to consider the follow- 
ing proportion of people who admit that 
their buying has been influenced by each 
factor. 


Nature of merchandise 
Quality of merchandise . 
Variety of merchandise ... 


Physical factors 

31.0% 
15.0% 


This table shows some differences from 
the earlier table on reasons for prefer- 
ence. Physical factors are almost as 
important as the nature of the merchan- 
dise. 


It seems unnecessary to mention in de- 
tail the frequency with which various 
stores were named as superior in each of 
these respects. In general, the store order 
was similar to the order of preferences 
cited earlier in this report. For better 
merchandise, Store A and Store C were in 
the lead. For variety of merchandise Store 
Store A had a lead of almost 2 to 1 over 
its nearest competitor. For lower prices, 
Store B led its nearest competitor by 
more than 2 to 1. For convenience of 
location, Store A, B and C were all about 
equal. Store A led for superiority of 
layout and for superiority of service. 


It should be pointed out that these 
additional questions measured customer 
awareness to the various elements which 
enter into merchandising. They also gen- 


erally validated the findings resulting 
from direct questioning of the respondent 
on reasons for store preference. 


SUMMARY AND CONCLUSIONS 


The findings and interpretations found 
above may be summarized in the follow- 
ing: 

1) The most important reason given 

by those who did not shop in downtown 

department stores was lack of time. 

The patronage of these non-downtown 

department store shoppers may be 

gained by reducing prices, opening 
branch stores and broadening the ser- 
vice features. 


2) Those who shopped in downtown 
department stores indicated a favorite 
store. This favorite store was chosen 
primarily on the basis of quality of 
merchandise. 


3) If the attitude toward the store is 
favorable, possession of a charge ac- 
count will make the shopper purchase 
more frequently in the selected store. 
This seems to contradict the common 
thinking that the possession of a charge 
account normally results in increased 
patronage of a particular store. 


4) Special events do not seem to have 
an important effect in building store 
patronage—with the exception of spec- 
ial sales. The latter are attended by al- 


most half of the shopping group more 
than four times a year. 


5) Although store preference seemed 
to be based upon the nature of mer- 
chandise and price policies, awareness 
of layout and location are also impor- 
tant elements in the selection of a 
favorite store. 


The Marketing class which conducted 
the study included the Misses: J. Beattie, 
L. Goldwasser, N. Greenberg, D. Howard, 
E. Kahn, C. Mercanti, J. Moore, M. New- 
man, B. Schwartz, G. Schwartz, J. Thomp- 
son, M. Virshup, G. Witmer, J. Yendrick; 
Messrs: H. Baron, E. Cohan, J. Dietrich, 
G. Feldman, R. Gould, L. Greenspan, H. 
Harting, W. Jeffries, H. Lachman, F. Levin, 
S. Marshak, F. Mayer, R. Mayerson, W. 
Moeller, W. Pomerantz, J. Ruchalski, A. 
a H. Shooster, W. Walynetz, D. Weis- 

erg. 


The present text and interpretations, 


however, are the sole responsibility of the 
writer, who supervised the study. 
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